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an SIO. We suggest that an SIO whose depository institution subsidiary has average assets
greater than $100 billion should not be automatically designated as complex and recommend that
asset size be considered with the other factors listed in the Proposal for determining complexity.
In addition, we suggest adding as an additional factor the source of funding for noninsurance
operations (e.g., deposits, securitizations, private placements) and the degree of reliance on
short-term funding.’

Clarify the calculation and role of risk profile

The Proposal refers to a firm’s “risk profile” in a variety of ways, and it indicates that the risk
profile is unique and reassessed annually by the Federal Reserve.* However, it is not clear from
the Proposal how the risk profile is determined or calculated. For example, the risk profile does
not appear to be the product of the complexity determination or risk assessment. We recommend
clarifying how the Federal Reserve calculates a firm’s risk profile. We also recommend
clarifying how the risk profile is used in determining supervisory activities.

Risk Assessments

The Proposal references an annual risk assessment that we understand is an existing process
internal to the Federal Reserve. We recommend that the final version of the Proposal provide for
sharing of information used in the risk assessment with the SIO prior to or during the annual risk
assessment. We also believe that allowing SIOs the opportunity to provide feedback and
documentation to inform risk assessment results would further support the Federal Reserve’s
supervisory goals and recommend that the final version of the Proposal be updated to provide for
such interaction.

We understand that supervisory activities are based on the risk assessment results, rather than on
the complexity determination, and that the risk assessment process allows for tailoring
supervisory activities and expectations regardless of the complexity determination. We
recommend that the final version of the Proposal clearly make this point. We also recommend
that the final version of the Proposal clarify that the risk assessments will be focused on those
risks not already covered by the appropriate state insurance regulators and that the risk
assessments leverage the relevant work of state insurance examiners. Additionally, the planned
supervisory activities that result from the risk assessment should consider the existing state
insurance regulatory oversight of those risks that are material to the business of insurance: capital
management; liquidity; insurance pricing and reserving models; cybersecurity/IT; reinsurance

3 Response to Question 1: “What additional factors, if any, should the Board consider when
considering the complexity of supervised insurance organizations?”
4 See Proposal, 87 Fed. Reg. at 6541.
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The Schedule Y (an NAIC form required by state insurance regulators nationwide of insurers in
holding company systems) included in statutory annual statements, and updated quarterly,
contains a detailed listing of the “affiliated real estate organizations” and other entities in which a
firm holds a direct or indirect interest, including virtually all the entities that would be reported
on FR Y reports. Part 1A of the Schedule Y (Detail of Insurance Holding Company System)
further indicates which entity is the direct holder of an interest in each entity, as well as the
percentage interest held. Other schedules in the statutory annual statement indicate which assets
have been acquired or disposed of during the year being reported on, as well as the aggregate
amount of such investments (mostly captured in the category “Joint Venture or Partnership
Interests That Have Underlying Characteristics of Real Estate”). In sum, we respectfully suggest
that the statutory annual statement filings made with an insurer’s domestic regulator and the
NAIC provide sufficient information to meet the Federal Reserve’s supervisory objectives.

We suggest several approaches below to exempt an insurers’ real estate investments from
separate reporting in the FR Y-6, FR Y-10, FR Y-11, and FR 2314 reports.

FRY-6

The instructions for the Organization Chart required by Item 2a of the FR Y-6 contain a
provision that appears to exempt from reporting the real estate investments described above, as
well as other investments held by insurance underwriters, if they are organized under U.S.
federal or state law and meet certain other conditions. The provision exempts from reporting:

Companies Controlled Through an Insurance Underwriter: Any
nonbanking company organized under U.S. federal or state law, if
controlled directly or indirectly by an insurance underwriter. This
exception does not apply to any of the following: (a) a Nonbanking
Company that is the underwriter’s highest-tier provider in the U.S. of any
primary line of insurance, (b) a Nonbanking Company required to file a
financial report with the Federal Reserve System, or (c) any interest that is
a reportable merchant banking or insurance company investment. !

Confirmation in the final version of the Proposal that the above provision exempts from
reporting the real estate and other passive investments described above would support the
Federal Reserve’s goal of reducing regulatory burden, and, with such confirmation, no further
change to the FR Y-6 instructions would be required for investments in companies organized
under U.S. federal and state law. If the above exemption is deemed to be inapplicable in this
circumstance, and in any event to cover non-U.S. companies, the following provision or
something substantially similar could be added to the FR Y-6 instructions:

31 Board of Governors of the Federal Reserve System, Instructions for Preparation of Annual
Report of Holding Companies, General and Report Item Instructions at GEN-7 (“FR Y-6
instructions”).
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Companies Controlled Through an Insurance Underwriter and Reported
fo an Insurance Regulator: Any nonbanking company organized under
U.S. or foreign law if controlled directly or indirectly by an insurance
underwriter and reported to an insurance regulator (or for which there is a
specific disclosure) in the consolidated statutory annual statement or
similar reporting form. This exception does not apply to either of the
following: an interest in (a) a Nonbanking Company that is the
underwriter’s highest-tier provider in the United States of any primary line
of insurance, (b) a Nonbanking Company required to file a financial report
with the Federal Reserve System, or (c) or any interest that is a reportable
merchant banking or insurance company investment.>?

As an alternative to exempting this category of investments from FR Y-6 reporting, the Federal
Reserve could expressly allow insurers to provide the Schedule Y in lieu of the Organization
Chart called for by Item 2a.

FR Y-10

Similar to the FR Y-6, the instructions to the FR Y-10 Nonbanking Schedule contain a provision
that appears to exempt from reporting the real estate investments described above, as well as
other investments held by insurance underwriters (if they are organized under U.S. federal or
state law and meet certain other conditions). The provision excludes from reporting:

Companies Controlled Through an Insurance Underwriter: An interest in
a Nonbanking Company organized under U.S. federal or state law, if
controlled directly or indirectly by an insurance underwriter. This
exception does not apply to either of the following: an interest in a
Nonbanking Company that is the underwriter’s highest-tier provider in the
United States of any primary line of insurance, or any interest that is a
reportable merchant banking or insurance company investment as
described in the 4(k) Schedule instructions.>?

Confirmation in the final version of the Proposal that the above provision exempts from
reporting the real estate and other passive investments described above would support the
Federal Reserve’s goal of reducing regulatory burden, and no further change to the FR Y-10
instructions would be required for companies organized under U.S. federal and state law.

32 The provision could be added to the list of companies not reportable on the FR Y-6
Organization Chart on page GEN-7 of the FR Y-6 instructions.

33 Board of Governors of the Federal Reserve System, Instructions for Preparation of Report of
Changes in Organizational Structure, Specific Instructions for the Nonbanking Schedule FR Y-
10 at NBK-2 (“FR Y-10 instructions”).
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If the above exemption is inapplicable in this circumstance, and, in any event to cover non-U.S.
companies, the following provision or something substantially similar could be added to the FR
Y-10 instructions:

Companies Controlled Through an Insurance Underwriter and Reported
to an Insurance Regulator: An interest in a Nonbanking Company
organized under U.S. or foreign law if controlled directly or indirectly by
an insurance underwriter and reported to an insurance regulator (or for
which there is a specific disclosure) in the consolidated statutory annual
statement or similar reporting form. This exception does not apply to
either of the following: an interest in a Nonbanking Company that is the
underwriter’s highest-tier provider in the United States of any primary line
of insurance, or any interest that is a reportable merchant banking or
insurance company investment as described in the 4(k) Schedule
instructions.>*

FR Y-11 and FR 2314

To exempt the USAA insurers’ investments described above from reporting on the FR Y-11 and
FR 2314 forms, we suggest adding the same or substantially similar provision as that we
suggested above for the FR Y-6 and FR Y-10:

Companies Controlled Through an Insurance Underwriter and Reported
to an Insurance Regulator: An interest in a Nonbanking Company
organized under U.S. or foreign law if controlled directly or indirectly by
an insurance underwriter and reported to an insurance regulator (or for
which there is a specific disclosure) in the consolidated statutory annual
statement or similar reporting form. This exception does not apply to
either of the following: an interest in a Nonbanking Company that is the
underwriter’s highest-tier provider in the United States of any primary line
of insurance, or any interest that is a reportable merchant banking or
insurance company investment as described in the 4(k) Schedule
instructions.>

We do not believe that exempting certain investments from several Federal Reserve reports, as
suggested above, would compromise any of the Federal Reserve’s supervisory objectives related
to SIOs.

34 This provision could be added to the list of Exclusions from reporting on page NBK-2 of the
FR Y-10 instructions.

3° This provision could be added to the list of Exemptions from Reporting Nonbank Subsidiary
Financial Statements in pages GEN-2 to GEN-3 of the instructions for the FR Y-11, and to the
similar list of Exemptions in pages GEN-3 to GEN-4 of the instructions for the FR 2314.
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